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Clovis Municipal School District 1 (Curry
County), NM
New Issue: Moody's Assigns Aa3 UND/Aa2 ENH to Clovis
MSD 1 (Curry County), NM's GO Bonds 2017

Summary Rating Rationale
Moody's Investors Service has assigned a Aa3 underlying rating to Clovis Municipal School
District 1 (Curry County), NM's $5 million General Obligation School Bonds, Series 2017.
Moody’s maintains a Aa3 underlying rating on $38.4 million in outstanding parity debt.
Moody's has also assigned a Aa2 enhanced rating to the Series 2017 GO bonds based on the
New Mexico School District Enhancement Program (NMSDEP) - Post March 30, 2007.

The Aa3 rating reflects the district's moderate tax base, which is anchored by Cannon Air
Force Base; stable financial position despite enrollment fluctuations and recent state aid cuts;
and a manageable debt burden. The rating further incorporates the district’s below average
income indices and elevated pension burden.

The Aa2 enhanced rating on the Series 2017 General Obligation Bonds is based on our
assessment of the NMSDEP - Post March 30, 2007 and a review of the district's proposed
financing. For additional information on the program, please see Moody's report dated May
4, 2008.

Credit Strengths

» Continued expansion of tax base driven by the district's position as a rural regional
economic center

» Manageable debt burden with above average principal payout

Credit Challenges

» Elevated pension burden

Rating Outlook
Moody's generally does not assign outlooks to local government credits with this amount of
debt outstanding.

Factors that Could Lead to an Upgrade

» Significant tax base expansion; improvement of the socioeconomic profile

» Significant increases in General Fund balance and cash reserves

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1090043
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» Material reduction in pension burden

Factors that Could Lead to a Downgrade

» Trend of deficits reducing General Fund balance and cash reserves

» Sustained tax base contractions

Key Indicators

Exhibit 1

Clovis Municipal S.D. 1 (Curry County), NM 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $     1,908,269  $     2,008,556  $      2,109,391  $     2,162,595  $     2,283,528 

Full Value Per Capita  $           42,321  $          43,566  $           45,753  $          45,786  $          48,346 

Median Family Income (% of US Median) 81.8% 78.4% 78.4% 75.3% 75.3%

Finances

Operating Revenue ($000)  $          58,062  $           61,190  $           62,418  $          63,853  $          65,648 

Fund Balance as a % of Revenues 18.0% 19.4% 13.1% 19.9% 22.0%

Cash Balance as a % of Revenues 14.7% 15.6% 20.4% 21.5% 22.0%

Debt/Pensions

Net Direct Debt ($000)  $          20,544  $           32,146  $          39,640  $           41,385  $           38,795 

Net Direct Debt / Operating Revenues (x) 0.4x 0.5x 0.6x 0.6x 0.6x

Net Direct Debt / Full Value (%) 1.1% 1.6% 1.9% 1.9% 1.7%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) N/A 3.0x 3.3x 3.1x 3.1x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) N/A 9.3% 9.8% 9.3% 9.1%

Operating Revenues include General Fund and Debt Service Fund
Source: District's Audits; Moody's Investors Service

Recent Developments
State funding to New Mexico school districts was reduced twice during fiscal 2017. In October 2016, the State cut state aid by 1.5%.
Then in February 2017, the State swept $46.1 million in district cash balances state-wide, or an effective 2% reduction in state aid. In
May 2017, the Governor signed the fiscal 2018 budget that restores state funding of public eduction to the level originally budgeted for
2017.

Detailed Rating Considerations - Enhanced
Moody's has assigned an enhanced rating of Aa2 to the Series 2017 General Obligation School Bonds, equivalent to the NMSDEP Post-
March 30, 2007 programmatic rating. Ratings on individual intercept financings depend on the programmatic rating as well as our
evaluation of the sufficiency of interceptable revenues, the timing of the state's fiscal year relative to scheduled debt service payment
dates and the transaction structure.

Based on the district's state equalization guarantee (SEG) funds for fiscal year 2016, interceptable state-aid provides an ample
minimum of 13.33 times coverage of maximum periodic debt service. Further, state revenues provide an adequate minimum 12.23
times maximum periodic debt service coverage when coverage is stressed by deducting the state's final monthly state aid payment
within a fiscal year. State-aid funding levels for New Mexico school districts have been stable in recent years, but have been subject
to midyear cuts, as observed most recently in fiscal 2017. This weakness, however, is mitigated by ample debt service coverage even if
aid is curtailed over the course of the year. Principal payments are scheduled for August, early in the State's fiscal year providing for an
average interval to mitigate the risk of late budgets. The program requires the appointment of a third-party fiscal agent, who is required
to notify the state if an intercept of SEG is required. The Bank of Albuquerque is the fiscal agent for the current sale.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Detailed Rating Considerations - Underlying
Economy and Tax Base: Stable Tax Base in Eastern New Mexico Anchored by Cannon Airforce Base
The district's tax base will likely continue expanding over the mid-term with residential appreciation and commercial investment. The
district is located in Curry County (A1), the state's agricultural center, approximately 220 miles east of Albuquerque (Aa1 stable) and
100 miles northwest of the city of Lubbock, Texas (Aa2 stable). The district serves Clovis (A1), which is the county seat and regional
economic center. The local economy benefits from the presence of Cannon Air Force Base, which employs around 9,900 military and
civilian personnel. The district's assessed value (AV) has grown steadily since 2004, resulting in a fiscal 2017 AV of $792.2 million,
derived from a full value (FV) of $2.38 billion. Preliminary values for fiscal 2018 indicate further expansion to $803.1 million, derived
from a moderately-sized full value of $2.41 billion.

Development in and around Clovis is ongoing. Pattern Energy Group will begin the third phase of its wind farm in January 2018. The
company makes annual PILOT payments of approximately $100,000 to the district, which are not considered as part of the state-aid
formula. Several restaurant chains were opened in 2017, and two hotels applied for permits, and would likely begin construction in
2018.

Top ten taxpayers account for a modest 11.8% of the fiscal 2017 AV, with no concentration in one industry. Income indices within the
district are below average according to the American Community Survey (2015) with a median family income equal to 75.3% of the
US. Unemployment rates are favorable, reported at 5.9% compared to the state's 7.0% as of July 2017.

Enrollment has declined modestly since fiscal 2012. Per the New Mexico Public Education Department, fiscal 2017 enrollment was
8,263, or a 0.37% reduction from prior year. Officials attribute enrollment fluctuations to the Cannon Airforce Base: young families
relocate to Clovis for a short amount of time, enrolling their students in elementary school, only to leave a few years later. Regardless,
the district has successfully managed their finances despite enrollment loss. Management has budgeted for flat enrollment over the
next several years.

Financial Operations and Reserves: Stable Financial Position Despite Fiscal 2017's State Aid Cuts
Despite recent state aid reductions, the district's financial position remains stable. Fiscal 2016 ended with a surplus of $1.2 million,
increasing General Fund balance to $11.8 million, or 19% of revenues. Despite ongoing annual enrollment declines, the district's
operating performance is strong, with sizeable surpluses reported since fiscal 2011. Typical of New Mexico school districts, over 98% of
revenues come from the state.

In fiscal 2017, the district was subject to both the mid-year cut and cash balance sweep, which equated to a loss of $420,000 per
month from February through June. Positively, the fund reduction was partially offset with vacancy savings, which were already built
into the district's original budget. As such, unaudited results indicate a modest cash balance decline to $10.3 million. Compared
to fiscal 2016's ending cash balance of $10.9 million, the district used around $600,000 in reserves. Management reports around
$250,000 of the spend down was for capital associated with new fencing.

The fiscal 2018 budget reflects use of $9.7 million in cash balance, a practice required by the PED. In reality, the district expects to
balance the budget without use of reserves. There are no plans to use cash for one-time capital. The district is actively monitoring
teacher to student ratios, and is consolidating positions where able. Additionally, the district has invested in LED bulbs and zeroscaping,
which saves on utility costs.

LIQUIDITY
The district's cash position is stable. At fiscal 2016 year-end, the district reported $10.9 million in General Fund cash, or 17.5% of
revenues. Operating cash, including the General Fund and Debt Service Fund, is $14.4 million, or 22% of operating revenues. The
district's annual debt service is due in August, and a vast majority of Debt Service Fund balance will be used for that payment.

Debt and Pensions: Average Debt Burden; Elevated Pension Burden
The district's debt burden will likely remain manageable over the long-term given rapid principal payout coupled with continued
borrowing. At 1.8% of fiscal 2018 FV, the district's debt burden is slightly above national medians of 1.5%. Principal amortization is
above average with 81.2% retired in ten years. Series 2017 is the first issuance of the $20 million bond package approved in February
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2017. Officials expect to issue $5 million per year through 2020 before approaching voters again in February 2021 for another $10
million in authorization.

DEBT STRUCTURE
All the district's debt is fixed rate, and is scheduled to be fully paid by fiscal 2032.

DEBT-RELATED DERIVATIVES
The district has no derivatives, swaps or variable-rate debt.

PENSIONS AND OPEB
The district has an above-average employee pension burden, based on unfunded liabilities for its share of the Educational Retirement
Board (ERB), a cost sharing plan administered by the state. Moody's fiscal 2016 adjusted net pension liability (ANPL) for the district,
under our methodology for adjusting reported pension data, is $216.6 million, or an elevated 3.30 times operating revenues. The three-
year average of the district's ANPL to operating revenues is 3.15 times, while the three-year average of ANPL to full value is high at
9.05%.

The district's ANPL has fluctuated over the last several years. In fiscal 2016, pension contributions of $5.7 million were below Moody’s
“tread water” value of $8.1 million, a credit negative. The “tread water” indicator measures the annual contributions required to prevent
the reported net pension liability from increasing, under reported assumptions. Positively, the district’s fixed costs, including debt
service, pensions contributions and OPEB contributions, totaled a manageable 15.6% of revenues. However, inclusive of the tread
water payment, fixed costs increase to 19.3%.

The New Mexico pension plan funding structure experienced several changes with the signing of SB 115, including the reduction of a
cost-of-living adjustment (COLA) and increases in employee contributions. The legislation will maintain the funding changes until the
plan has reached 100% funding, which is estimated to be achieved in 2043. We believe the funding changes adopted in SB 115 will
limit budgetary pressure on the district related to future pension costs.

Management and Governance
New Mexico School Districts have an Institutional Framework score of A, which is moderate compared to the nation. Institutional
Framework scores measure a sector's legal ability to increase revenues and decrease expenditures. The sector's major revenue source,
state aid or SEG, is subject to a cap, which cannot be overriden (in that, the State determines annual appropriations based primarily
on student enrollment). Reliance on state funding limits revenue-raising ability; school districts do not collect property taxes for
operation. Unpredictable revenue fluctuations tend to be moderate, or between 5-10% annually. Across the sector, fixed and mandated
costs are generally less than 25% of expenditures. However, New Mexico has public sector unions, which can limit the ability to cut
expenditures. Unpredictable expenditure fluctuations tend to be moderate, between 5-10% annually.

Of note, the district is committed to maintaining a cash reserve of at least 10% of budgeted operating expenditures.

Legal Security
The bonds are general obligations of the district and paid from ad valorem taxes that are levied against all taxable property within the
district.

Use of Proceeds
Proceeds from the Series 2017 bonds will be used for construction of an elementary school and tennis courts at the high school.

Obligor Profile
The district is located in Clovis, 100 miles northwest of Lubbock, 106 miles southwest of Amarillo, and 220 miles east of Albuquerque,
and serves approximately 8,300 students.

Methodology
The principal methodology used in this underlying rating was US Local Government General Obligation Debt published in December
2016. The principal methodology used in this enhanced rating was State Aid Intercept Programs and Financings: Pre and Post Default
published in July 2013. Please see the Rating Methodologies page on www.moodys.com for a copy of these methodologies.
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Ratings

Exhibit 2

Clovis Municipal S.D. 1 (Curry County), NM
Issue Rating
General Obligation School Bonds, Series 2017 Aa3

Rating Type Underlying LT
Sale Amount $5,000,000
Expected Sale Date 09/14/2017
Rating Description General Obligation

General Obligation School Bonds, Series 2017 Aa2
Rating Type Enhanced LT
Sale Amount $5,000,000
Expected Sale Date 09/14/2017
Rating Description General Obligation

Source: Moody's Investors Service
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